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EDITORIAL
One of the problems which confronts
Individual Practice or
many
accountants in these difficult
Partnership?
times is the question whether to con
tinue in individual practice or to seek association in the form of
partnership with other individual practitioners. It is rather com
mon to find among comparatively small practices that the bulk of
a practice may be dependent upon the caprice of one large and
important client. There are probably countless instances of in
dividual practices whose gross business consists largely of the
work involved in one audit, and if that be taken away the condi
tion of the practitioner is extremely unfortunate. This fact is one
of the most serious aspects of modern accountancy. Its effects
are unfortunate in many ways. For instance, if an accountant
has one client infinitely more important than all the rest of his
clients together, he is more than human if he is not somewhat
unduly influenced by the bread-and-butter question. He may, if
he be at all subservient, be inclined to deal rather leniently with
the demands of the client lest his livelihood suffer grave diminu
tion. Uncertainty as to the continuance of a fair level of practice
makes for a lack of that peace of mind which every professional
man should enjoy if he is to do his best. In such circumstances
many accountants are thinking of the possibility of buying other
practices or of entering into partnerships with other accountants,
so that the loss of one or two important clients may not be so
serious a factor as it would be under present conditions.
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This raises the further question of the
Tact and Good Nature
desirability of partnership. It is true
Are Needed
that all the large and so-called national
firms are partnerships having many partners, and it is not re
corded that there is any great difficulty in carrying on such prac
tices without the appearance of jealousies, of acrimonious differ
ences, between the members of a firm. The strength lies largely
in the multitude of partners. It is a well known axiom that a
group of men can agree much better than two or three men.
Where there are many men engaged in one office, no two of them
are apt to be brought into daily and irritating fellowship. On the
other hand, a partnership consisting of two or three or even four
practitioners is a severe test of the good nature and the patience
and tactfulness of each individual partner. Perhaps there is an
analogy here with the supposed peacefulness of a Turkish harem
and the unhappiness of many a monogamous union. Every man
who enters into a small partnership—and by small we mean in
number of partners—must be ready to concede a good deal for the
cause of harmony. Two men who have practised individually
and have achieved a certain amount of success will find it difficult
to forego an absolute individuality for the sake of the partnership.
We have no statistics to prove our contention, but we believe
that personal differences of opinion have broken up more partner
ships of two members than partnerships of any other number
whatsoever. There are many things to be said in favor of part
nership. There is certainly less overhead expense in one office
than in two; there is the inestimable advantage of consultation
between partners; and there is, of course, as we have said, the
highly important increase in the aggregate number of clients
which tends to bring about a more even plane of practice.
It seems to be a question for each man to answer for himself,
whether he can enter into a sort of conjugal relationship
and still retain that friendship which is essential in all partner
ships which are to endure. The man who is naturally set in
his ways will not succeed in a partnership unless he has been
trained for many years in the custom of give-and-take, which
is one of the most important parts of firm relationship. The
kindly and good-natured fellow who believes that some one
else may know as much as he knows, or possibly more,
may enter into a partnership without grave fears of the
result.
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If business as a whole had remained
Partnership Not to be
upon
a substantial basis and if there had
Lightly Entered
been no such appalling depression as we
have passed and are still passing through, there would not be so
much consideration of the possible desirability of joining prac
tices. Probably the happiest man in accountancy is he who prac
tises alone with a comparatively small staff and can give his
personal supervision to every task that he undertakes. If any
thing goes wrong he has himself alone to blame. In a partner
ship, whether small or large, there is always the possibility of an
error which is in no way attributable to some of the partners, who
may know nothing of the work which has been done and may never
even see the financial statements which bear the firm’s certificate.
But the growth of national industrial and commercial concerns
has required the building up of great firms of accountants which
can undertake the audit of a company whose ramifications spread
into every state of the union and into many foreign lands. Every
accountant, of course, desires to make money. Probably very
few professional men would continue in practice if the ques
tion of money were not a consideration. It is the common belief
that the partners in the larger firms receive more substantial
revenues than individual practitioners. Consequently there is
always a trend toward consolidation for the purpose of increasing
profits. We have been asked to express the opinion of The
Journal of Accountancy as to the desirability of partnership
practice as opposed to individual practice. The only reply which
we can give is based on the words of St. Paul, “Let a man examine
himself” before he undertakes the burdens, the difficulties and
the uncertain outcome of partnership.
According to reports in the press a
board of education called for bids for the
audit of the books and records for the
past five years. The bids submitted ranged from $800 to $9,800
—surely a sufficient difference to indicate that there was no col
lusion between the bidders. A difference so great as this is, of
course, ridiculous. As we have said many times, either the low
bidders did not know what the work would entail or the high bid
ders, if they knew, hoped to make an exorbitant profit. It is
much to be regretted that the twenty-seven concerns which com
peted for the audit did not recognize the fallacy of the whole
323
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system of competitive bidding and did not refuse to bid. That is
a question which need not be discussed at this moment. The point
that is of special interest now is the extraordinary range of prices.
If the board of education consists of business men with a knowl
edge of business practice the incident reveals in the minds of the
board members an altogether unfortunate misconception of ac
countancy. If it were a matter of buying a commodity such as
coal, for example, and the prices quoted differed by anything like so
great a percentage, the members of the board would doubtless feel
that the matter called for investigation, and some of the bidders
would find themselves condemned for lack of common business
knowledge; but when it is a question of professional service that is
in the balance, many persons overlook the fact that business sense
plays as great a part in the fixing of prices for work as in the
quotations for commodities. It may be that there was some mis
understanding as to the amount of work to be done, but even so
there seems to be no valid excuse for the $800 bid or the $9,800
bid. One of them must be altogether awry. It does no good to
any profession to demonstrate the ignorance of its members.
Men will be apt to say that the costs of rendering a service must
be very small, and consequently the higher bidders are engaged in
pursuit of unholy gains. And this brings us back to the old argu
ment that there is no advantage whatever in the principle or prac
tice of calling for bids for professional work.

Our attention has been directed to a
statement appearing recently in a
monthly magazine to the effect that one
of the duties of the controller of a corporation is to select the audi
tors of the corporation, subject to the approval of the executive
committee. This is an extraordinary statement and if it were
founded upon a prevalent custom it would be serious. It is not,
however, true in many instances. The controller of the modern
corporation is not infrequently the treasurer, and even if the two
offices be separate the controller is so closely concerned with
receipts and expenditures tha,t he may be classified in the same
category as the treasurer. It would be rather ridiculous in such
circumstances if the selection of the auditor were left to the con
troller or the treasurer, because it is his accounts that are subject
to audit. Doubtless many controllers would like to have the
right to select auditors, but it seems to us that the controller is the
324
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last person in the world who should be intrusted with that impor
tant function, and we doubt if most controllers would consent to
make the selection. Of course, we have not yet come to the
common acceptation of the English practice for the selection of the
auditor by the share-holders. We have, however, advanced
beyond the point where the man whose accounts are to be audited
is given the selection of the auditor. It is bad enough to have
the directors appoint the auditors, because the directors themselves
are the agents appointed by the owners to carry on the business.
In most cases the directors are probably animated by an earnest
desire to choose the auditors best qualified to make an independ
ent investigation and to render an unbiased report, but, as has
been said innumerable times, the selection should rest with the
owners of a business who are, of course, the share-holders. Prob
ably we shall come ere long to a common adoption of something
resembling the English practice. It has worked admirably in
Great Britain and would be equally effective here. The old argu
ment that share-holders in America are indifferent and prefer to
leave all administrative affairs to directors is not so convincing as
it once was. In these days of shrinking values, share-holders are
beginning to pay more attention to the direction of the affairs of
the companies which they own. Every dollar received and spent
is of more importance than it was a few years ago. When a com
pany is earning substantial dividends and paying them there is
less impulse to scrutinize carefully the conduct of affairs. Now,
when only a few corporations are paying dividends and millions of
people own shares in corporations, there will be more investiga
tion by share-holders. In such circumstances we expect to hear
of increasing adoption of the English system. It would then be
an inexcusable backward step to take the selection of auditors
from the directors and place it in the hands of the controller or the
treasurer. The tendency is toward decentralization, not toward
the concentration of direction in one or two men’s hands.
We have frequently emphasized the de
sirability of presenting accounts in a
way which even the ordinary layman
may understand. The form of presentation known as narrative
has been much commended because it seems to make possible a
fairly accurate understanding of the facts, which, every one must
admit, is not always obtainable from the traditional form of finan325
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cial statements. It is, however, possible to go too far in the at
tempt to attain clarity. We have before us a statement or story
of accounts which seems to us to err on the side of too much detail.
In the so-called comments on the audit we find several paragraphs
explaining the nature of the work done by the auditor, all of
which was eminently proper and in accordance with common prac
tice, but we fail to see why it was necessary to burden the report
with quite so much explanation. Certainly nothing can be
gained by asserting that the auditors carried out the funda
mental principles of audit. That much should be inferred. It
seems to us that it is only necessary to draw attention to unusual
conditions which call for unusual investigation. It is easy to run
to extremes, particularly in the search for righteousness. The
reader of such a narrative as that before us may become somewhat
weary if not actually confused by its voluminous character. It is
an old principle of the newspaper world that the story should be
told in the fewest and shortest words compatible with full exposi
tion of the facts. If there is to be expansion for the sake of human
interest or fine writing that is not the duty of the reporter. The
accountant who performs an audit is concerned only with a clear
and precise explanation of what he finds. The danger of the
narrative form of balance-sheet is that it can run to absurd ex
tremes. The form when kept at its simplest is eminently desir
able, but it should not develop into a lengthy dissertation of
principles. What can be said in a few words is seldom better said
in many words.
A correspondent writes to draw atten
A Questionable Use of
tion to a condition which he believes
Certificates
may be somewhat common, although we
confess that few instances have been brought to our knowledge.
He refers to offers to undertake accounting services by concerns
which are not composed of professional men, or at least are not
composed of men who hold state certificates as certified public
accountants. He says that he has heard of cases in which firms
or corporations have offered to undertake audit engagements and
have guaranteed that the work would be done by certified public
accountants. Having no certified public accountants in the firm
or corporation, he says that it is the custom to engage certified
men for these particular jobs and let the supervision of the work
be entrusted to them. When it is done the certificate is signed by
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the company and a clause is inserted in the certificate to the effect
that the work is that of certified public accountants. Legally
there may be no bar to such procedure—but of that we are not
sure. It is certainly very close to the borderline of illegality.
Its impropriety is obvious, because it is very much like misrepre
sentation. Many state laws prohibit the use of the words “certi
fied public accountant ” unless the signers are certified. Surely it
does not require any great stretch of interpretation to read into
such a law an inhibition against anything which might lead the
reader to believe that a certificate existed where in fact it did not.
In the earlier days of accountancy there were certain audit com
panies whose owners and directors were not professional men.
They employed accountants to do the actual work and in so doing
they did not apparently infringe any law, but the growth of public
knowledge of the nature of accountancy and its extremely in
timate and confidential capacity militated against the success of
such adventures, and today the unprofessional company is almost
unknown. If a company engages accountants who are certified
in order to comply with the requirement of the client, very much
the same deplorable condition results; and it is difficult to under
stand the reasoning of a client which will induce the acceptance of a
certificate which is in fact not purely professional.

And something should be said about the
certified public accountants who are em
ployed in such cases. Every one knows
that at the present time there are countless men out of work, some
of them well qualified certified public accountants, and the temp
tation to undertake whatever will produce a livelihood is tremen
dous. Nevertheless, we believe that a man who holds a state
certificate, which is an evidence of the state’s confidence in the
professional ability of the holder, should hesitate before accepting
any employment which will lead to a debasement of the profes
sional standards. If an accountant is out of work and is offered
employment of an honest kind, he would be foolish to refuse it, but
when he is employed solely because of the state’s expression of con
fidence in him, he should not do anything to prostitute that official
approval. In other words, if a man is asked to lend his assistance
to the perpetration of a plan which is not strictly professional, he
should refuse, whatever the cost of his refusal may be. A certi
fied public accountant should never drag his official designation at
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the tail of a cart. As we have said, we do not hear of many in
stances of this kind, but the correspondent who supplies the
present information is much perturbed about it—and indeed if
there be one such case it is one too many.
The annual meeting of the American In
stitute of Accountants, which was held
in Chicago, Ill., October 15th, 16th,
17th and 18th, was, in point of view of attendance, the largest
meeting which the Institute has ever held. Nearly every state in
the union was represented and there was naturally a great number
of Illinois accountants. The papers were interesting and the dis
cussions indicated a general desire to participate. The number of
speakers after every paper was greater than usual and many of the
discussions were well worthy of careful attention. The social part
of the proceedings was as delightful as Chicago’s well-known hos
pitality would lead one to expect. Every year the meetings of the
Institute seem to grow in importance and effect. The men who
meet year after year grow to be close friends and the old fear of
rivalry or competition seems to have passed. Nothing makes
more surely for the upbuilding of the professional spirit than this
annual gathering together of men from all parts of the land.

Institute’s Annual
Meeting

The supreme court of Montana has
rendered a decision on the constitution
ality of the certified public accountant
law of that state which is of vast importance and will, we believe,
be received with gratification by the practising accountants of
the entire country. Its effect should be far reaching. The
original C. P. A. law of Montana was enacted in 1909 and has
been amended twice since that date. The latest amendatory act
was approved March 6, 1933. Section II of the act reads in part
as follows:

Montana Act Held
Unconstitutional

“The university may waive the examinations and may issue
a certificate in such form as to clearly indicate the conditions
under which same be issued to any applicant who is possessed
of the other qualifications hereinbefore recited, and who shall
be . . . (3) employed as state accountant, corporation licence tax
auditor, state examiner, or assistant or deputy state examiner,
and who shall have been so engaged exclusively and continu
ously for at least four years preceding the date of his applica
tion for said certificate and who shall apply in writing to the
328

Editorial

university . . . within sixty days from and after the date of
passage and approval of this act.”
Within the specified time limit seven men, who occupied the
positions under the state designated in section II, applied for
certificates, and certificates were prepared for delivery to them.
The plaintiffs in the case, A. J. Roberts, and others, brought a
proceeding in the district court of Lewis and Clark county to
enjoin the delivery of the certificates. The citation is Roberts
et al. v. Hosking et al. No. 7176.
We now quote from the finding of the court:

“The complaint filed alleges that the exception of these state
employees from the requirement of examination is discriminatory
and in violation of the bill of rights of both the federal and state
constitutions, and violative of the equal protection and due
process of law clauses thereof (Const. U. S. Amend. 14; Const.
Mont. art. 3 Par. 3, 27), and of sections 3, 11, 14, 27, 29 and 30 of
article 3 of our constitution, and that ‘there is no basis at all, nor
any reasonable basis, for the classification and exemption.’
Many other attacks are made upon the act on constitutional
grounds.
“To this complaint the defendants interposed a general de
murrer, which was argued to the court and submitted on the argu
ment and briefs furnished, and, after due consideration, the court
overruled the demurrer. The defendants refused to plead
further, electing to stand on their demurrer. The court then
heard testimony on behalf of the plaintiffs, which is not in the
record, and finally made and caused to be entered the judgment
to which reference is made above.
“While the complaint challenged the constitutionality of the
act as a whole, as well as that of the exemption clause, the court
held only the exemption and so much of the act as was necessary
to carry it into effect unconstitutional, and it is therefore only
with subdivision 3 of section 2 that we have to deal.
“The regulation of public accountants has existed, without
challenge, since 1909 (chapter 39, laws of 1909; chapter 72, laws
of 1919, which became chapter 231, revised codes of 1921). The
purpose of this regulation is to protect the financial interests of
the public by authorizing the university to determine the qualifi
cations of accountants holding themselves out to the public to act
in that capacity, and to certify only those who are up to the
standard set.
“Section 10 of the act defines a ‘public accountant’ as ‘one who
offers his services professionally [as an accountant] for pay to the
general public’; and a ‘certified public accountant’ is such a one
‘who shall have received a certificate as such under this law or
prior laws of the state of Montana, or some other state.’ The
329
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act, therefore, is intended to apply only to those accountants who
make a business of serving any member of the public in need of
such service in private business and not to those employed in a
single business enterprise or by the state in its governmental
capacity.
“It is asserted that the exemption here is in the nature of an
award for public service, which is not a legitimate ground of
exemption. It is held that exemption on account of service in
time of war violates the uniformity clause of state and federal
constitutions (McLendon v. State, 179 Ala. 54, 60 So. 392, Ann.
Cas. 1915C, 691; In re Humphrey, 178 Minn. 331, 227 N. W. 179),
and that the exemption for licence of one employed in a state in
stitution, while requiring it of those engaged in private practice, is
discriminatory (Jackson v. State, 55 Tex. Cr. R. 557, 117 S. W.
818).
“However, it would seem that the underlying idea in the act
before us is not reward for public service, but rather that four
years’ service in the positions named should endow those so em
ployed with the requisite skill and technical training to insure the
safety of the public, should they, on leaving the employment of
the state, launch out as public accountants. Certainly they are
not ‘public accountants’ while in the employ of the state, within
the meaning of the act; they do not offer their services to the
public.
“A case more nearly in point than those cited above is that
dealing with the exemption of those who have served five years as
court reporters from taking the bar examinations, on the evident
theory that, in the time fixed, a court reporter would absorb
sufficient law to render an examination unnecessary. (In re
Grantham, 178 Minn. 335, 227 N. W. 180, 181.)
“Whether or not their activities as state employees, in the
several capacities mentioned, are sufficiently diversified to qualify
these defendants who seek certificates by compliance with the
provisions of subdivision 3, above, as ‘accountants,’ within the
meaning of the act, is at least doubtful.
“While the term ‘accountant’ is, for certain purposes, defined
as ‘one who makes the keeping or examination of accounts his
profession’ [United States ex rel. Liebmann v. Flynn (D. C.) 16 F.
(2d) 1006, 1007], or ‘one skilled in keeping or adjusting ac
counts’ [Frazer v. Shelton, 320 Ill. 253, 150 N. E. 696, 697, 43
A. L. R. 1086], in contemplation of the purpose of certifying
public accountants, such definitions are not sufficiently compre
hensive; those to be reached and controlled fall within the broad
definition found in the Encyclopaedia Britannica, where it is said:
‘ The term ... is sometimes adopted by bookkeepers, but this is
an erroneous application of the term; it properly describes those
competent to design and control systems of accounts required for
the record of the multifarious and rapid transactions of trade
and finance,’
330

Editorial

“The work of the exempted state employees, as we understand
it, is largely concerned with the auditing of the work of others,
which is but one phase of accountancy which embraces skill of
designing systems of accounts, bookkeeping, and auditing. But
whether or not the four years’ work of these men would qualify
them as public accountants and justify the exemption of all those
who at any time have this qualification from taking the required
examination, we need not here determine. No such exemption is
found in the act; on the contrary, the challenged subdivision pre
sumed to exempt only those who come within the provisions of
the subdivision at the time of its enactment, and exempt them
only provided they make application for a certificate within
sixty days after the approval of the act. These limitations mark
it as special legislation. ‘A statute which limits its operation to
those who are within its provisions at the time of its passage or
within a limited time thereafter is special legislation, forbidden
by the constitution.’ In re Grantham, above.
“Subdivision 3 of section 2 of the act is violative of the prohi
bition in the final clause of section 26, article 5, of our constitu
tion, which reads: ‘Where a general law can be made applicable,
no special law shall be enacted.’
“The defendants cite the decision in State ex rel. Marshall v.
District Court, 50 Mont. 289, 146 P. 743, Ann. Cas. 1917C, 164,
wherein the law requiring the registration of nurses was held to be
constitutional, as supporting their contention here, because that
act contained an exemption somewhat similar to that here in
question (see section 10, c. 50, laws of 1913), but that decision
merely held that the act requiring the registration of professional
nurses did not violate the ‘ due process ’ clause of the constitution;
the validity of the exemption clause therein contained was not
considered nor the clause mentioned in the opinion.
“As the challenged exemption clause unquestionably comes
within prohibition of the constitution, the judgment must be
affirmed.”
This decision by the highest court of
Montana should serve as a precedent
which will be of great assistance to the
administrators of C. P. A. laws elsewhere. There have been
repeated attempts by state employees and by employees of the
federal government to obtain certificates as certified public
accountants without examination, and in some cases these efforts
have succeeded. The profession, however, has always felt that
there was no justification at all for classifying as certified public
accountants men who were not engaged in the public practice of
accountancy. Indeed, we can see no reason why employees of
government should desire a classification to which they are
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obviously not entitled. The very nature of the designation,
certified public accountant, seems to remove from its sphere
persons who are not engaged in public accounting. Every judg
ment which strengthens the position of the certified public ac
countant’s certificate is to be commended by every one whose
professional activity is protected by the C. P. A. laws. The re
cent decision in Montana will rank alongside the decisions of
the supreme courts of Oklahoma, Illinois and Tennessee (declar
ing unconstitutional certain undesirable phases of the laws in
those states) as tending to buttress the whole scheme of C. P. A.
legislation against the attacks of self interest and special class
legislation.
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